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FINANCIAL AND OPERATING HIGHLIGHTS Aisi ey of ADEN og 


Years Ended December 31 1999 1998 
= Union’s customer base grew by 29,000 or 
Financial (millions) 2.7%, for a total of 1,104,000 in 1999. 
Total revenue $ 1,470 $ 1,559 = Net income for 1999 was $95 million compared 
Netincome S$" 95 $ 109 with $109 million in 1998. Lower earnings 
were due mainly to the impact of the sale of 
Earnings applicable to : 
the Company’s retail merchandise programs to 
common shares $ 90 $ 108 ; 
Union Energy, and a lower approved rate of 
Capital expenditures $ 222 $ 264 return on common equity. The decrease was 
Total assets $ 3,770  $ 4,018 partially offset by colder weather compared 
to 1998 and by customer growth. 
Operating ay. neg 
= Gas volumes distributed to customers within 
Volume of gas (10°m’) Union’s service area and transported for 
‘Mettler walsene 14 602 13 274 utilities and other energy market participants 
Transportation volume 19 972 18 485 outside Union’s service area totaled approxi- 
mately 34.6 billion cubic metres (1,222 billion 
Total throughput 34 574 31 759 
cubic feet) in 1999, up 8.9% from 1998. 
Customers (000’s) 1,104 1,075 
= The weather in Union’s service area was about 
Degree days 3 919 3 536 ’ P 
11% colder in 1999 than in 1998. 
NET INCOME CUSTOMERS TOTAL ASSETS TOTAL THROUGHPUT 
($ millions) (000’s) ($ millions) (10°m?) 
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PRESIDENT’S LETTER 


Responding to an Increasingly Competitive 
Marketplace 

1999 was a year of significant change at Union Gas. 
We initiated a number of important changes to our 
business, all directed at ensuring Union’s continued 
success in a rapidly changing and increasingly com- 
petitive energy marketplace. 

On January 1, 1999 the Company’s retail merchan- 
dise programs, including appliance service, sales, 
rentals, and financing, were transferred to an unregu- 
lated affiliate, Union Energy. The transfer of these 
programs was intended to enhance customer choice, 
reduce gas delivery rates, and enable Union Gas to 
concentrate on providing safe, reliable, energy delivery 


and related services. 


Reorganization and Process Improvement 

The first step in our transformation was the creation 
of a new organizational structure. The new structure 
is designed around the critical business processes that 
deliver value to our customers. This structure has 
reduced the Company’s organizational levels creating 
a flat, flexible and efficient enterprise, more capable 
of responding in a timely way to changing market 
opportunities and customer needs. While the restruc- 
turing involved role reductions at all levels, we were 
able to reduce the impact on employees through the 
prior introduction of a voluntary early retirement 
program and a hiring freeze. 

Along with changes to how we are organized, we 
worked to improve our key business processes. Teams 
of employees worked to redesign critical processes to 
create the most efficient, high value means of achiev- 
ing our objectives. We also redesigned the way we 
perform our work in order to align job functions with 
our processes, improve flexibility and provide even 
better service to our customers. A more productive 
use of technology was key to the process redesign. 

Union Gas is committed to ongoing improvement; 
we will continuously refine and improve our business 
processes and our ability to deliver value to customers. 
In the year 2000 we will implement new business 
processes in such areas as customer care, supply chain 
management, work management, and electronic 


commerce. We are planning to introduce a more 


hel 


JANUARY 


Union Gas transfers its retail 


merchandise programs, including 
appliance sales, rentals, servicing 
and financing, to unregulated energy. 
services affiliate, Union Eneray, The 
transfer, which reduces customers’ 
gas delivery rates by $12 million 
annually, is an important milestone 


‘in Union's transformation from a 


full-service utility into a high-value 
energy delivery company. 


The Ontario Energy Board (OEB) 
approves Union's rates for 1999. The 
approved rate of return is 9.61% on 
a 35% common equity component of 


- rate base. As a result of savings 


related to the transfer of retail 
programs to Union Energy, and other 


"cost reductions, residential customers 
‘receive rate reductions ranging from 


$24 to $42. a year, depending on 
their location in the service area, 


| 1ST QUARTER 1999 


MARCH 

Union Gas files an application with 
the OEB for rates for the year-2000 
and beyond using a performance 
based regulation (PBR) framework. 
Proposed rates would be set for five 
years and include a price cap to limit 
annual increases while allowing for 
inflation and other unforeseen price 
impacts. Increased productivity 
would be rewarded and service 
quality maintained: The application 
also proposes to unbundle certain 
rates charged for the sale, distribu- 
tion, transportation, ahd storage of 
natural gas, in order to give cus- 
tomers more choice. Consultations on 
the PBR proposals, which began in 
1998, continue with interested 
parties over the summer months. 
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MAY. 

Following OEB approval; construc- 
tion begins on the $16 million project 
to extend gas Service to- Parry Sound. 
Construction involves installing over 
90 kilometres of pipelines through 
the rocky terrain of the Canadian 
Shield-in: ordér to make natural gas 
avaiable to approximately 1800 ‘cus- 
tomers. Combined teceral; provincial 
and-municipal gavernment funding of 
$6.8 million, plus an jnvestment-of 
nore than $9 milfien by Union Gas, 


make the project a reality, 


2ND QUARTER 1999 | 


JUNE 

A key milestone ih Union Gas’s 
business transformation into a high 
performance ehergy delivery company. 
is reached with the introduction of a 
hew process-based organizational 
structure: Based on critical business 
processes that deliver value to cus- 


tomers, the six main areas of the — 


‘New Delivery Company! are: Asset 


Management, Market Management, 
Asset Operations, Finance and 


Business Services, Human Resources 


and Legal, and: Public Affairs. The 
realignment of job functions with: 
hew processes, andthe appointment 
of leadership, management and staff 
for the hew structure, continues 
through the next two quarters: 


enoms, a new Internet based natural 


gas nominations system, Is launched: 


~anthe Union Gas web site: Designed 
With customer input, enonis enables 


shippers on Union's system to submit 
on-line nominations quickly and wt : 
ciently, enhancing the value of Union's 
transactional services forstorage’ ~ : 


and transportation customers: 
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responsive form of regulation in 2000, which will 

increase operating flexibility, align our interests with 

those of our customers, and ensure high standards of 
safety and reliability. We are also planning to unbun- 
dle our current storage and transportation service 
offerings and create new services to deliver increased 
value to customers. 

The key to the success of all of these initiatives 
is the active involvement of our employees in design- 
ing and implementing improvements to our business. 
Our greatest strength is our committed, skilled peo- 
ple. We are working to ensure every employee sees 
the connection between their efforts and our success 
and has a full opportunity to contribute. These efforts 
will help us achieve our goal of being “the customer’s 
first choice for energy delivery services.” 

We are pursuing these changes with a sense of 
urgency. The energy industry, our Company included, 
is facing change of an unprecedented scope and pace. 
The challenges we are facing today include: 

e a series of three much warmer than normal 
winters that have reduced gas consumption and 
reduced earnings, 

e increasing competition from a restructured and 
newly revitalized electricity industry in Ontario, 
and from traditional participants and new 
entrants offering energy and gas services in 
competition with us, and 

e lower regulated rates of return, particularly when 
compared to U.S. utilities. This has had a nega- 
tive impact on the common share values of all 
Canadian energy utilities, reducing our ability to 
fund growth and strengthen our businesses. 

To ensure continued success we will need to 
successfully implement all of these changes, 
including the move to a more flexible performance 


based regulatory regime, and more. 


Growth 

In 1999 we increased our customer base by 29,000 
or 2.7%, to a total of 1,104,000. The increase resulted 
from conversions from other fuels, the extension of 
gas service to new areas and from new housing. 
Natural gas continues to be the customer’s first choice 


for energy in Ontario. 


In 1999, total throughput on our system reached 
record levels, increasing by almost 9% compared to 
1998. During the year, Union Gas distributed and 
transported a record 34.6 billion cubic metres (1.2 
trillion cubic feet) of gas to its customers. This growth 
in throughput was due to colder weather in 1999 
compared with 1998, customer growth, increased 
deliveries to industry and the increased use of gas 
for electric generation. 

Union’s natural gas delivery system saw significant 
growth as we invested $222 million in expansions 
and improvements to meet the growing service require- 
ments of customers. During the year, distribution 
expansion projects brought natural gas to more than 
4,000 new customers in several previously unserved 
communities in northern and southwestern Ontario. 
The largest, most challenging of these was the $16 
million project to connect Parry Sound to gas through 
a new 60-kilometre pipeline that passes through the 
Canadian Shield. This project, which was made possi- 
ble through combined funding from federal, provincial 
and municipal governments and Union Gas, is an 
excellent example of successful public and private 
partnership. 

Several major storage and transmission projects 
were also completed during the year. We improved 
our ability to provide service to customers with the 
completion of the first phase of the Century Pools 
development project. The $17 million project added 
190 million cubic metres (10°m‘) to Union’s working 
storage capacity. A decision is pending on an appli- 
cation to the Ontario Energy Board (OEB) to develop 
225 10°m: of additional storage in the second phase 
of the Century Pools project. The $37 million project 
is slated for completion in the summer of 2000. 

A $40 million, 17-kilometre loop of our Dawn- 
Trafalgar transmission system was completed during 
the year in order to meet growing service requirements 
of both ex-franchise storage and transportation 
customers and in-franchise distribution customers. 

We continue to encourage growth of the customer 
base, as well as greater use of natural gas by our 
customers. Over the past five years, Union’s capital 
investment in our Ontario system has totaled approxi- 


mately $1.4 billion. 


JULY 
The first phase of the $17 million 
Century Pools storage development 


project is completed as the Booth . 
Creek and Bentpath East storage 
pools are ready for the summer 
injection period: The project adds. 
190 million cubic metres (10%m’) of 
working capacity to Union’s storage 
complex in order to meet the growing 
requirements of storage and trans- 


portation customers. 


3RD QUARTER 1999 : 


SEPTEMBER 


Union Gas’ applies to the OEB 
regarding the second phase of the 
Century Pools development, involving 
225 10°m® of additional storage 
capacity at the Mandaumin, 
Biuewater-and Oil City pools. The 
$37 million project is slated for 
completion in July 2000 to. meet the 
growing needs of storage and 


transportation customers. 


An official torch-lighting ceremony. 
inaugurates the afrival of natural 


Gas. in Parry Sound, 


Union Gas makes.a leadership pledge 
of $250,000 to the Foundation of 
Chatham-Kent Health Alliance for 
the Your Health, Your Future 
Campaign. In recognition of this 
donation, one of the laygest in the 
Company’s history, the Health 
Alliance will name its new 
ambulatory care facility the Union 
Gas Ambulatory Care Centre. 
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OCTOBER 

Gas flows on a new $40 million, 
48-inch diameter loop of the Dawn- 
Trafalgar transmission. system. The 
17-kilometre section of pipeline, 
located directly east of the Dawn 
Compressor Station, is required to 
meet growth. in demand for service 
from storage, transportation and. in- 
franchise distribution customers... 


NOVEMBER 

Several service expansions totaling 
$5.2 million give about 2,300 new 
customers access to natural gas in 
the communities of Clifford, Mildmay 
and Formosa, north of Wingham; 
Colborne Township, narth of Goderich; 


Aurora Township, east of Timmins: ‘ 
and in-a number of subdivisions along 
Lake Huron between Grand Bend and & 


Bayfield. 


AS finalized with the comple 
staffing. process in late. Novem ber. 


~ job functions are aligned to critical f 


- with the OEB for its rate Lg et oe 


4TH QUARTER 1999 


Union's overall corporate. restr turing: i 


Organizational layers are reduced and 


business processes. This creates, a mor a 
flexible, responsive, lower cost organi 
zation, poised to succeed ina mol 


competitive energy market, ot 
restructuring process, a voluntary 
early retirement program and a hieine e ‘ 
freeze help to reduce the overall ‘impact ae 
of role reductions on employees. 


DECEMBER el een 
Union Gas files supporting evidence 


for 2000 and beyond, using aPBR Gees 
framework and incorporating sosrig ey 


proposals. Following settlement nego- tits 
tiations with customers. and daa . 
interested parties, a regulatory 


hearing will take place in the late ae 
spring of 2000. 
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Financial Results 

In 1999, Union Gas earned a net income of $95 
million, compared with $109 million in 1998. The 
lower earnings resulted mainly from the transfer of 
the Company’s retail merchandise programs to Union 
Energy, as well as a lower approved rate of return on 
common equity. 

The decrease in earnings was, however, partially 
offset by the effects of weather for 1999 which, 
although 8.6% warmer than normal, was about 11% 
colder than in 1998. Customer growth of 2.7% during 
1999 also helped offset the earnings decrease. 

The heat-sensitive nature of our business and the 
warmer than normal weather that has occurred over 
the last two years continues to create challenges for our 
business. To respond, we continue to carefully manage 


our costs and are working to increase revenues. 


Retail Commodity Competition 

Our customers’ ability to choose a supplier of 
natural gas or of electricity was strengthened by the 
passing of the Energy Competition Act of 1998, which 
allowed for competitive restructuring and further 
deregulation of the energy industry in Ontario. 

The Act provided for burner-tip sales by retail 
energy marketers (REMs) in January 1999, and man- 
dated the licensing of all REMs in April 1999. These 
legislative changes gave marketers greater flexibility 
in dealing with their customers and, at the same time, 
strengthened consumer protection. 

Customers are responding positively to the greater 
availability of choice and value in the retail gas 
market. About one-half of Union’s customers cur- 
rently purchase their gas supply from independent 
retail energy marketers. For these customers Union 
continues to support the continued growth of com- 
petitive gas markets and continues to work with the 
marketer community, regulators and other stake- 
holders to foster its positive development. At the 
same time, we will ensure that the interests of our 
customers are foremost. 

To support customers through the market tran- 
sition and to carry the natural gas message, Union 
intends to continue to bill residential customers for 


the services we provide. Maintaining the billing 


relationship will reduce the potential for customer 
upset and inconvenience that would otherwise arise 
from a change in billing arrangement. Our plan also 
recognizes Union’s ongoing need to provide billing 
and customer care to those customers who continue 
to purchase their natural gas from us. 

Customer choice remains an important means to 
increase the value of natural gas to customers. To 
promote customer choice we have committed to help 
make the transition to competitive gas purchasing an 
easy one for both customers and marketers. We are 
also working with marketers to help facilitate their 
right to bill customers directly for the services they 
provide, should they elect to do so. 

At the same time, Union continues to offer a bun- 
dled natural gas supply and delivery service option 
for customers who choose to remain with the regu- 
lated utility. And regardless of the source of the 
customer’s gas supply, Union will continue to pro- 
vide the safe, reliable delivery of energy value to all 


customers in its service area. 


Electricity Markets 
The newly competitive electricity market in Ontario 
provides growth opportunities for Union Gas. 

As municipalities and their electric utilities 
restructure to prepare for competition, opportunities 
exist for Union to partner with local communities in 
the management, operation or ownership of local 
electricity infrastructure. 

Natural gas is expected to be a more important 
fuel source for natural gas fired electricity generation. 
For example, Ontario Power Generation’s Lennox 
Facility near Kingston, which converted two gener- 
ating units to operate on natural gas in 1998, will 


convert two more units to natural gas in 2000. 


Performance Based Regulation 

The implementation of a performance based regula- 
tion (PBR) mechanism for the year 2000 and beyond, 
will replace the cost of service regulation currently 
in place. PBR will be a key component in aligning 
our services and our business processes with the 
requirements of our customers. With its price cap on 


rate increases, incentives for increased productivity 


_ As the new millennium dawns, Union 


_ Gas experiences a smooth transition 


to the year 2000 ; with gas flowing 
- normally to all its customers. So. 
_ 18-month tong, $20 million Year 
: 2000 Program that assessed | remedi-- : 
oe ated and tested all of the Company's ae 
_ business critical systems for 2K : 
: ‘readiness, was key to ensuring that 
the “millennium bug” did not disrupt 
Soe any of Uniar’s business operations — 
during the transition, = 


FEBRUARY 


Reorganization of Union’s customer 


care functions begins. In the 


northern and eastern service areas, 


call centres are consolidated into the 
“Thunder Bay and i<ingston offices, 
and billing centres into the Sudbury 


and North Bay offices: In the 


‘Southern Service area; call centres 


are consolidated into Brantford and 


billing centres into Windsor. The 


consolidation wilt improve service 


efficiency through a more productive 
use of technology, Including-on-site 
support for a new customer: billing 


system. The company-wide consolida- 


“tion wil be completed in-miaApral: 
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and service level guarantees, PBR will effectively 
reward us for the more efficient delivery of value to 
our customers. The proposed 5-year term will also 
eliminate the costs to the ratepayer associated with 
frequent and lengthy regulatory hearings. 

During 1999, we continued to move ahead with 
our PBR process. After extensive consultation with 
customers and other interested parties, our PBR 
application was filed with the Ontario Energy Board 
in March 1999. The application also included an 
unbundling proposal for certain storage, transporta- 
tion, sale and distribution rates. We expect a hearing 
in late Spring 2000. 

The proposed PBR framework will provide ser- 
vice, rate and value flexibility to customers and will 
allow the Company and our customers to benefit from 


productivity enhancements and new service offerings. 


Asset Growth 

As North American gas markets become more inte- 
grated, an important part of Union’s growth will come 
from the expansion of our storage and transmission 
assets associated with the Dawn Market Hub, located 
south of Sarnia, Ontario. 

The Dawn Hub, found at the crossroads of new 
Northwest Canadian and Northeast U.S. pipeline 
routes, is strategically positioned near Eastern North 
American markets and is interconnected with major 
North American pipeline systems and supply basins. 
Continued development of storage and transmission 
assets, as well as innovative services to accommodate 
and move increased volumes of gas east from Chicago 
to Dawn through the Vector Pipeline, are important 
to future growth and earnings. 

New products and services will increase the 
value of Union’s hub transactions for current cus- 
tomers and act as a magnet to pull new customers 
to our system, as demand grows and the North 


American gas map becomes increasingly borderless. 


The Year Ahead 

We have much to achieve in the year ahead. We will 
continue to build on the past year, making changes 
to our Company and the way we do our work in 


order to create more value for customers. 
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We know that in the new reality of the energy 
marketplace, the forces of competition and choice 
have replaced the rights of monopoly. We are 
responding to the challenge by improving our 
alignment with our customers, enhancing our respon- 
siveness and flexibility, lowering costs, and enlisting 
more productive technologies to our service. 

As we move forward to achieve our goals, it will 
be our ability as a Company to respond to challenges 
in a timely manner, and to execute our strategies well, 
that will determine our success. And by committing 
to continuously improve the way we deliver services 
to our customers, we will improve the likelihood of 
succeeding. 

Market forecasts confirm our confidence that the 
demand for natural gas will continue to grow, making 
natural gas delivery services more valuable to our 
customers. Our recognized leadership in the energy 
industry and our willingness to adapt to and manage 
change will stand us in good stead as the pace of 
market change accelerates. 

As in previous years, it will be the hard work and 
innovative thinking of our employees that will deter- 
mine our ability to follow through on our business 
plans. The efforts of our employees in 1999 have been 
tremendous. This past year challenged each of us 
professionally and personally. Restructuring is a time 
of great anxiety: new roles are begun, new working 
relationships formed, and new skills must be learned. 
At the same time, we are bidding farewell to valued 
friends and colleagues. And while change is often 
difficult, postponing change in our organization 
would not have had a positive outcome for anyone — 
customers, shareholders or employees. 

We have come a long way on a very important 
road of business transformation and renewal. I wish 
to thank each of you for your support along the way. 
I look forward to traveling further with you down 
this road to success, on behalf of both our customers 


and our shareholders, in the coming year. 


Prk 


Reale Reva 
President and Chief Executive Officer 


April 12, 2000 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 


This discussion and analysis of the Company should be read in conjunction with the financial statements 


and accompanying notes. 


AMALGAMATION 


Union Gas Limited (Union) and Centra Gas Ontario Inc. (Centra) were amalgamated on January 1, 1998 
following approval by the Lieutenant Governor in Council for the Province of Ontario. Prior to amalgamation, 
both companies were wholly-owned subsidiaries of Westcoast Energy Inc. (Westcoast), and had operated 
under a shared services arrangement since 1994. The amalgamated company is known as Union Gas Limited. 

The amalgamation has been accounted for in a manner similar to a pooling of interests since it is a com- 
bination of companies under common control where no substantive change in ownership occurred. Under 
this method of accounting, the assets, liabilities and shareholders’ equity of Union and Centra were combined 
and accounted for at their carrying amounts. 

All references to the Company relate to the amalgamated company, Union Gas Limited. References to 


Union or Centra relate to the separate legal entities prior to amalgamation. 


HIGHLIGHTS 


Years Ended December 31 1999 1998 1997 


Earnings applicable to common shares (millions) 
Distribution volumes (10'm!‘) 14 602 13 274 14 476 
Transportation volumes (10°m’) 19 972 18 485 19 161 


Customers (000’s) 


The Company is a major Canadian natural gas utility that provides energy delivery and related services to 


more than one million residential, commercial and industrial customers in over 400 communities in northern, 
southwestern and eastern Ontario. Its distribution service area extends throughout northern Ontario from the 
Manitoba border to the North Bay/Muskoka area, through southern Ontario from Windsor to just west of 
Toronto, and across eastern Ontario from Port Hope to Cornwall. The Company also provides natural gas 
storage and transportation services for other utilities and energy market participants in Ontario, Quebec and 


the United States. The Company is a wholly-owned subsidiary of Westcoast. 
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RATE REGULATION 


Ontario Energy Board Rates Decisions 

Utility earnings are regulated by the Ontario Energy Board (OEB) under cost of service regulation on the basis 
of a return on rate base for a future test year period. A rate application process leads to the implementation of 
new rates intended to provide a utility with the opportunity to earn an allowed rate of return on rate base. 
The allowed rate of return is established by determining the weighted average cost of the individual compo- 
nents of the capital structure supporting the approved rate base. 

In March 1997, the OEB issued a decision approving rates for Union and Centra for the 1997 year. For 
Union, the OEB approved rates based on an 11.0% rate of return on common equity, an increase in the 
common equity component of rate base from 29% to 34%, and a change to flow through tax accounting from 
the deferred tax accounting methodology previously in use. The OEB approved 1997 rates for Centra based 
on an 11.25% rate of return on common equity, while maintaining the common equity component of rate 
base at 36%. 

In February 1998, the OEB issued a decision approving rates which incorporated an adjustment to the 
rates of return on common equity for Union and Centra to 10.44% and 10.69% respectively, for the 1998 year. 
The common equity components of rate base for Union and Centra remained unchanged at 34% and 36% 
respectively. On a combined basis, the 1998 allowed rate of return on common equity was 10.53% ona 
common equity component of rate base of approximately 34.5%. 

In January 1999, the OEB issued a decision approving rates for the amalgamated Company for the 1999 
year: The OEB approved rates based on a 9.61% rate of return on common equity and a common equity 


component of rate base of 35%. 


Performance Based Regulation and Unbundling 

In March 1999, the Company filed an application with the OEB for an order approving rates for the year 2000 
and thereafter in accordance with a performance based regulation (PBR) mechanism. The application also 
seeks an order from the OEB approving the unbundling of certain rates charged for the sale, distribution, 
transportation and storage of natural gas. The PBR mechanism will set limits on the prices for regulated 
services offered by the Company. The PBR mechanism, which is proposed for an initial term of 5 years, will 
contain adjustments to current rates, including price escalators and productivity offsets, and will provide for 
service quality standards. 

This application was made after a consultation process with the Company’s customers and stakeholders. 
Evidence describing the proposal was filed in December 1999. Negotiations and a hearing are expected to 
take place during the second quarter of 2000. The Company’s 1999 rates have been continued into 2000 and 
declared interim so that the effect of the decision on the application can be reflected in rates effective as of 


January 1, 2000. 
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OPERATING RESULTS 


Earnings 
Years Ended December 31 (millions) 1999 1998 1997 
Gas distribution margin $ 569 $ 564 $ 636 
Transportation and storage revenue 158 151 157 
Other revenue 35 160 153 
Operating expenses 459 510 512 
Interest expense 168 179 184 
Income taxes 40 77 106 
Net income $ 95 $ 109 $ 144 
Earnings applicable to common shares 
Weather normalized earnings applicable 

to common shares 


Net income for 1999 was $95 million compared with $109 million in 1998 and $144 million in 1997. After 


deducting preference share dividends, earnings applicable to common shares were $90 million in 1999, 
$108 million in 1998 and $143 million in 1997. The decrease in earnings in 1999 compared to 1998 was 
primarily due to the impact of the sale of the retail merchandise programs to Union Energy Inc. (Union 
Energy) and Westcoast Capital Corporation (Westcoast Capital), a lower approved rate of return on common 
equity and an unusual expense related to business transformation initiatives. The decrease was partially 
offset by colder weather compared to 1998 and by customer growth. 

The decrease in earnings in 1998 compared to 1997 was primarily due to the impact of much warmer 
weather and a lower approved rate of return on common equity, partially offset by customer growth and cost 
reduction initiatives. 

The weather, measured in degree days, was 8.6% warmer than normal in 1999, 18.3% warmer than 
normal in 1998 and 0.3% colder than normal in 1997. In 1999 and 1998, earnings applicable to common 
shares were reduced by $14 million and $35 million respectively, due to warmer weather compared to normal 
temperatures. In 1997, earnings applicable to common shares were increased by $1 million due to colder than 
normal weather. This resulted in an increase in earnings in 1999 compared to 1998 of $21 million and a 


decrease in earnings in 1998 compared to 1997 of $36 million. 


Distribution Volumes 

Total distribution volumes including in-franchise transportation service were 14 602 million cubic metres 
(10°m’) in 1999 compared with 13 274 10m’ in 1998 and 14 476 10°m? in 1997. The increase in volumes in 
1999 over 1998 was primarily due to higher consumption by large industrial customers in the electricity 


generation, steel and automotive sectors as well as the impact of colder weather and customer growth. 
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The decrease in volumes in 1998 from 1997 was primarily due to the impact of warmer weather and lower 
consumption by large industrial customers in the steel, pulp and paper, refinery and chemical sectors. These 


decreases were partially offset by customer growth. 


Gas Distribution Margin 
The gas distribution margin was $569 million in 1999 compared with $564 million in 1998 and $636 million 
in 1997. The increase in the margin in 1999 compared to 1998 was primarily due to colder weather in 1999 
and customer growth, partially offset by a reduction in rates to reflect a lower approved rate of return on 
common equity. The decrease in the margin in 1998 compared to 1997 was primarily due to warmer weather, 
partially offset by customer growth. 

Most of the Company’s industrial and commercial customers, and a proportion of residential customers, 
purchase their natural gas supply directly from suppliers or marketers. As the Company earns income from 
the distribution of natural gas and not the sale of the natural gas commodity, the gas distribution margin and 


earnings are not impacted by the source of the customer’s gas supply. 


Transportation and Storage Revenue 
Revenue from the transportation and storage of gas was $158 million in 1999 compared with $151 million in 
1998 and $157 million in 1997. The increase in revenue in 1999 compared to 1998 was due to an increase in 
demand for services. The decrease in revenue in 1998 compared to 1997 was primarily due to lower rates, 
partially offset by an increase in demand for services. 

Transportation and storage customers are primarily Canadian transmission and distribution companies. 
Approximately 90% of the Company’s annual transportation and storage revenue is generated by fixed demand 


charges under contracts with remaining terms of up to 16 years and an average outstanding term of 8 years. 


Other Revenue 

Other revenue was $35 million in 1999 compared with $160 million in 1998 and $153 million in 1997. The 
decrease in revenue in 1999 compared to 1998 was primarily related to the sale of the retail merchandise 
programs. The increase in other revenue in 1998 compared to 1997 was primarily due to higher participation 


in the rental program, one of the retail merchandise programs sold in 1999. 


Operating Expenses 

Operating and maintenance expense was $264 million in 1999 compared with $297 million in 1998 and $311 
million in 1997. The decrease in expenses in 1999 compared to 1998 was primarily due to the sale of the retail 
merchandise programs, partially offset by an unusual expense related to business transformation initiatives in 
1999. The decrease in the 1998 expense compared to 1997 was primarily due to a reduction in compressor 


fuel expense as a result of lower distribution and transportation throughput, and cost reduction initiatives. 
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Depreciation and amortization expense was $141 million in 1999, $164 million in 1998 and $154 million 
in 1997. The decrease in depreciation and amortization in 1999 compared to 1998 was primarily due to the 
sale of rental assets offset by a higher investment in the Company’s other fixed assets. The increase in 1998 
compared to 1997 was due to a higher investment in property, plant and equipment required to serve the 


expanding customer base. 


Interest Expense 

Interest expense was $168 million in 1999 compared with $179 million in 1998 and $184 million in 1997. 
The decrease in interest expense in 1999 compared to 1998 was primarily due to lower short-term borrowings 
as a result of the proceeds from the sale of the retail merchandise programs and a lower weighted average 
cost of long-term debt. The decrease in interest expense in 1998 compared to 1997 was primarily due to 
lower average long-term borrowings and redeemable preference shares. This favourable impact was partially 


offset by higher average short-term borrowings and interest rates. 


Income Taxes 

In 1997, following approval by the OEB, Union changed its accounting for income taxes related to utility 
operations from the tax allocation method to flow through tax accounting, consistent with the determination 
of 1997 rates. Centra already utilized the flow through tax accounting methodology. 

Under flow through tax accounting, income tax expense is recorded on the basis of income taxes currently 
payable. With the tax allocation method, provision was made for income taxes deferred principally as a result 
of claiming capital cost allowance for income tax purposes in excess of depreciation provided in the 
accounts. 

The change in accounting for income taxes was applied prospectively, since the basis for determining 
Union’s rates and revenues for utility operations were previously established taking into account the provision 
for income taxes based on the tax allocation methodology. As approved by the OEB, the cumulative deferred 
tax balance will be reduced as the timing differences which gave rise to these deferred income taxes reverse. 
This will reduce the income tax provision and the amount of income taxes recovered in rates by a corre- 
sponding amount. The timing differences are expected to reverse over approximately 20 years. 

The change in the method of accounting for income taxes was the major factor contributing to a decrease 


in the effective income tax rate from 42.3% in 1997 to 41.3% in 1998 and 29.6% in 1999. 
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FINANCIAL CONDITION 


Operations 

Cash flow from operating activities after non-cash working capital changes was $155 million in 1999 
compared with $252 million in 1998 and $265 million in 1997. The decrease in operating funds in 1999 
compared to 1998 was primarily due to higher levels of natural gas held in storage at the end of 1999 and 
lower operating cash flow resulting largely from the impact of the sale of the retail merchandise programs. 
The decrease in operating funds in 1998 compared to 1997 was primarily due to lower earnings and changes 


in income taxes payable, offset partially by lower accounts receivable. 


Investment Activities 
Capital expenditures totalled $222 million in 1999, $264 million in 1998, and $297 million in 1997. Of the 
total 1999 investment, 36% was spent on transmission and storage projects, 55% on distribution projects and 
9% on projects of a general nature. These investments were necessary to meet the growth in customer demand 
for services. Capital expenditures are expected to be approximately $260 million in 2000. 

The average rate base was $2.73 billion in 1999 compared with $3.21 billion in 1998 and $3.04 billion in 


1997. The decrease in 1999 was primarily due to the sale of the assets related to the retail merchandise programs. 


Liquidity and Capital Resources 
The Company meets its cash requirements through funds generated from operations, issuance of short-term 
debt, long-term debt and preference shares, and common equity investment by the Company’s parent. 

The Company has total bank lines of credit of $600 million. The lines of credit include a committed credit 
facility of $550 million with a one year term that commenced in July 1999, and a $50 million operating 
facility. Under the committed credit facility, the Company has the option to convert the facility to a three year 
term loan. These lines of credit enable the Company to borrow directly from banks, issue bankers’ accep- 
tances and support a commercial paper program. Most of the short-term cash requirements are funded through 
issuing commercial paper at rates generally below prime. 

The short-term borrowing levels fluctuate significantly during the year due to the funding of construction 
activities, the timing of long-term debt issues and other financing activities, and the seasonality of the 
Company’s business. The peak borrowings for the year reached approximately $425 million in December. 

The Company initiated a medium-term note (MTN) program in 1998. This program allows for the ongoing 
offering of unsecured MTN debentures under a shelf prospectus. The shelf prospectus, which was filed in 
June 1998, permits the issuance of medium-term notes in one or more series up to an aggregate principal 
amount of $400 million over its two-year life. 

The Company issued $100 million of debentures under the MTN program in July 1998. The proceeds 
from the issue of long-term debt in 1998 were used to repay short-term indebtedness incurred to finance 
capital expenditures and for other corporate purposes. The Company did not issue any long-term debt in 


either 1999 or 1997. 
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Long-term debt repayments on sinking fund debentures totalled $12 million in 1999. Long-term debt 
repayments in 1998 totalled $94 million. This included the repayment of the 10.5% 1988 Series debentures 
in the amount of $50 million and the early redemptions of the 13.0% 1983 Second Series debentures and the 
13.5% senior debentures in the amount of $13 million each. Long-term debt repayments in 1997 totalled 
$91 million. This included the repayment of the 8.8% 1992 Series debentures in the amount of $50 million, 
and the early redemptions of the 14.25% 1982 Series debentures and the 14.0% senior debentures in the 
respective amounts of $10 million and $13 million. 

In 1998, the Company issued 4.88% Class B, Series 10 preference shares totalling $100 million. The 
Company redeemed preference shares in 1998 totalling $50 million, related to the 6.74% Class B, Series 9 
redeemable preference shares. In 1997, preference shares totalling $63 million were redeemed. The redemp- 
tions included the 7% Class B, Series 8 preference shares and the 7% Class B, Series 3 redeemable preference 
shares in the respective amounts of $35 million and $18 million. All of Centra’s preference shares were 
redeemed during 1997. 

Common equity is provided periodically by the Company’s parent in order to maintain the common 
equity component of rate base as approved by the OEB. Common shares were issued in 1997 in the amount 
of $8 million. 

On January 1, 1998, pursuant to the amalgamation of Union and Centra, each issued and outstanding 
common share of Union and Centra was converted into a corresponding number of common shares of the 
amalgamated company, Union Gas Limited. 


The Company’s capital instruments are rated as follows: 


Canadian Bond Dominion Bond 

Rating Service Rating Service 
Commercial paper A-1 R - 1 (Low) 
Debentures | A (Low) A 


Preference shares [Ds 9 Pfd — 2 


The Company expects to maintain these ratings in 2000, thereby having continued access to the short-term 


and long-term capital markets in Canada. 


Gas Supply 

The gas supply portfolio includes gas supply contracts with pricing mechanisms that reflect monthly 
variations in the price of gas, rather than fixed prices. These contracts are indexed to either the New York 
Mercantile Exchange (NYMEX) natural gas futures contracts or the Canadian Gas Price Reporter Alberta 
border average monthly price. Approximately 78% of the Company’s forecast gas supply from January 


through October 2000, excluding buy/sell volumes, is subject to indexed prices. 
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The Company has a risk management policy, which is designed to reduce the price volatility of its gas 
supply. Hedges are used to fix gas prices with respect to the underlying physical gas supply contracts and 
include the use of natural gas swaps and purchase price collars. During the year ended December 31, 1999, 
the Company hedged the purchase price applicable to 24% of its indexed gas supply. At December 31, 1999, 
the Company had entered into natural gas swap contracts to effectively fix the purchase price for 
approximately 363 10°m* or 16% of the indexed gas supply from January through October 2000. 

In 2000, firm gas supply contracts represent approximately 28% of the Company’s total forecast gas 
supply. Most of these contracts are subject to price re-determination as of November 1, 2000. Buy/sell 
volumes represent approximately 25% of the Company’s total 2000 forecast gas supply. The remaining 47% 
of gas purchases include spot gas and other non-contracted supplies. 

Gas costs are included in customer rates based on forecasts approved by the OEB. Differences between 
the OEB approved reference prices and the actual cost of gas purchased, including the impact of both the 


indexed purchase prices and any hedging activities, are deferred for disposition as approved by the OEB. 


YEAR 2000 REVIEW 


The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a 
year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when 
information using 2000 dates is processed. In addition, similar problems may arise in some systems, which 
use certain dates in 1999 to represent something other than a date. The Company has made the transition to 
the year 2000 without incident. The Company is continuing to monitor its systems for date related issues. 
Although the change in date has occurred and no evidence of any issues has been detected, it is not possible 
to conclude that all aspects of the Year 2000 issue that may affect the entity, including those related to 
customers, suppliers or other third parties, have been fully resolved. 

The Company projects the cost of its Year 2000 project to be approximately $20 million, including 
$16 million in incremental third party operating expenditures and $4 million in capital costs. The OEB has 
approved recovery of $11 million of incremental third party operating costs, which includes the previous 
recovery of $3 million through 1998 deferral account dispositions, and the recovery of a further $8 million 
through 1999 rates. As well, the OEB approved $2 million of capital costs for inclusion in rate base. The 
remaining third party operating costs of $5 million have been recorded in an OEB approved deferral account 


and will be brought forward to the OEB in the future for final disposition. 
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TRANSFER OF RETAIL MERCHANDISE PROGRAMS 


On January 1, 1999, following approval of the OEB, the Company sold its net assets relating to the retail 
merchandise programs to UEI Holdings Inc. an affiliated, unregulated company. Immediately thereafter, the 
assets were sold by UEI Holdings Inc. to Union Energy and Westcoast Capital. Union Energy and Westcoast 
Capital are also affiliated unregulated businesses. The retail merchandise programs include water heater and 
other equipment rentals, appliance sales and service work, and merchandise financing. In its decision, the 
OEB held that the transfer was in keeping with the deregulation of the Ontario energy industry. 

The transfer of the retail merchandise programs to Union Energy and Westcoast Capital and the related 
restructuring was in response to the rapidly changing and increasingly competitive energy marketplace in 
Ontario and throughout North America. The restructuring allows the Company to concentrate on developing 
new delivery services and to continue to operate a safe and reliable delivery system to serve customers. 
Union Energy and Westcoast Capital, as unregulated companies, have more flexibility than the utility to 
design and package energy products and services to meet customers’ unique needs and expectations. 

The proceeds of the sale comprised $342 million of cash and $150 million of UEI Holdings Inc. 5.2% 
cumulative redeemable preferred shares. The cash received was applied to reduce short-term borrowings and 
to pay a dividend on common shares of $135 million. The amount of the dividend on common shares was 
determined based on the excess common equity resulting from the reduction in rate base upon the sale of 
the assets. 


The following is a summary of the net assets transferred as part of the transaction: 


(millions) 

Rental equipment $ 405 

Finance contracts | 155 

Inventory 15 
General plant and other assets 13 | 

588 

Deferred income taxes — recorded (65) 

— unrecorded (31) 

$ 492 


Since the sale of the assets is a related party transaction, it has been accounted for at the carrying amounts of 
the net assets transferred. Under this accounting, the difference between the net proceeds received and the 
carrying amounts was recorded as an adjustment to shareholders’ equity. This resulted in a $38 million 
charge to the Company’s retained earnings as at January 1, 1999. The charge to retained earnings represents 
the unrecorded deferred income taxes on assets sold of $31 million and adjustments and costs of disposition 


of $7 million. The unrecorded deferred income taxes arose through the use of the flow through tax 


accounting methodology. 
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ENVIRONMENT, HEALTH AND SAFETY MANAGEMENT PROGRAM 


As an integrated energy delivery company, the Company is committed to maintaining public and employee 
health and safety, and protecting the environment throughout all phases and locations of operations and 
construction activities. The Company is guided by the principles of sustainable development. Environmental, 
social and economic issues are considered during the processes of planning, construction and operations to 
ensure that the environment and human needs are supported both in the present and for future generations. 
Environmental protection, health and safety are considered to be both corporate and personal 
responsibilities for the Company and its employees. It is the Company’s firm belief that environment, health 
and safety incidents can be prevented. To demonstrate its commitment to these principles, during 1999, the 
Company integrated its Environment, Health and Safety Departments and began developing an environment, 
health and safety management system, which will be used to ensure that policies, programs and procedures 
are consistently followed. In addition, the Company has a range of marketing programs offered through various 


channels that support efficient use of natural gas in the residential, commercial and industrial markets. 


OUTLOOK 


Market 

Supported by plentiful supply, growing demand and additional transportation infrastructure, the North 
American natural gas industry continues to have a positive future as natural gas remains an environmentally 
acceptable, cost effective energy choice for consumers and industry. 

Demand growth is expected to continue to be robust as a result of base economic growth and due to the 
increasing use of natural gas to power electric generation. Longer term, the development of fuel cell 
technologies also supports an optimistic outlook for the industry since natural gas is one of the main fuel 
choices for this technology. 

The regulatory and competitive environment is evolving and the Company is adapting its business 
practices to meet these changes and maintain its competitive position in its markets. The energy industry 
continues to be affected by the trend to deregulation and increased competition. The Company is working to 
ensure allowed returns on equity are commensurate with the risks of a changing industry. The Company is 
taking action to manage the risks and benefits from the opportunities presented under deregulation including 
the implementation of performance based methods of regulation. 

As noted previously, the Company has applied for a performance based method of regulation to be 
applicable to its regulated storage, transmission and distribution services. PBR provides service, rate and 
value flexibility to customers and allows the Company to participate in the benefits of cost efficiencies and 


new service offerings. 
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In 1997, after considering input from industry participants, the OEB released its “Advisory Report to the 
Minister of Energy, Science and Technology on Legislative Change Requirements for Natural Gas Deregulation.” 
A Market Design Task Force consisting of industry participants was subsequently established by the OEB. The 
task force investigated the development of appropriate market structures for full and effective retail commodity 
competition, while maintaining a safe, reliable and secure supply of gas. In 1998, the government of Ontario 
enacted The Energy Competition Act, 1998. The legislation allows for competitive restructuring and further 
deregulation of the energy industry in Ontario, including both natural gas and electricity. 

As a result of the legislative and other changes in the marketplace, retail energy marketers will continue 
to offer customers gas supply arrangements as an alternative to the gas supply service provided by the utilities. 
Today, retail energy marketers include the charges for the commodity service they provide with the utilities 
bill. In the future, some marketers may elect to bill their customers directly for the service they offer. 

In December of 1999, the OEB announced that it was initiating an industry task force to make recommenda- 
tions on rules governing access to natural gas utilities’ distribution and system gas services, and governing the 
conduct of utilities in dealing with retail energy marketers. It is expected that, having considered the task 
force’s recommendations, the OEB will issue a rule in 2000. The rule is expected to achieve symmetry where 
appropriate with parallel electricity regulations and to provide common access rules for all gas distributors 
under the OEB’s jurisdiction. 

Deregulation in the electricity industry will accelerate convergence in energy markets. This force will 
create additional competition between fuel sources, favouring the highest value, lowest price energy solution 
to meet customers’ needs. The convergence in energy markets will provide opportunities for new gas and 
electricity delivery services. The Company will pursue these opportunities. 

While the environment in which the Company operates is changing rapidly, initiatives are underway to 
foster continued growth and success. The Company will introduce new products and services related to 
customer specific needs including innovations in delivery, storage, transmission and other related services. 
The outlook continues to be positive, supported by growing demand for natural gas, plentiful supply, adequate 
infrastructure and strong environmental support for natural gas as an appropriate alternative to other fossil 
fuels and nuclear energy. The Company’s response to changing energy markets, its large and diverse customer 
base, extensive distribution system, and the strategic location of its storage and transmission facilities, with 
interconnections between major U.S. markets in Michigan and New York state, will provide a sound basis for 


future growth. 


Business Risk 

The Company’s earnings are impacted by business risks inherent in the natural gas industry and energy 
marketplace. The earnings level is impacted by general economic conditions, the Company’s ability to generate 
forecast revenues, weather, interest rates, levels of cost inflation and the OEB’s decisions with respect to rates. 
The changes to the regulatory environment are increasing the risk of the business somewhat as more responsi- 


bility is placed on the Company to optimize its revenues and costs. 
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The rates allowed by the OEB are based on forecasts assuming normal weather conditions. Since a large 
portion of the gas distributed to the higher margin residential and commercial market is used for space heating, 
differences from normal weather have a significant effect on the consumption of gas. Sales to industrial 
customers are impacted by economic conditions and the price of competitive energy sources. Many of these 
customers have the ability to switch to an alternative fuel. The transportation and storage business is affected 
by competition for energy services in the North American energy marketplace, as well as economic conditions. 

The Company has approximately 450 franchise agreements with municipalities in Ontario. These 
agreements set out the terms and conditions under which the Company conducts its business within the 
municipality. A model franchise agreement is being negotiated with the Association of Municipalities of 
Ontario. Two municipalities have not renewed their franchise agreements with the Company resulting in 


applications by the Company to the OEB for renewal of these franchises. 
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MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING 


The financial statements and all information in this report have been prepared by and are the responsibility 
of management. The financial statements have been prepared in conformity with accounting principles 
generally accepted in Canada and include certain estimated amounts which are based on informed judge- 
ments to ensure fair representation in all material respects. When alternative accounting methods exist, 
management has chosen those it considers most appropriate. 

Management depends upon the Company’s system of internal controls and formal policies and proce- 
dures to ensure the consistency, integrity and reliability of accounting and financial reporting, and to provide 
reasonable assurance that assets are safeguarded and that transactions are properly executed in accordance 
with management’s authorization. Management is also supported and assisted by a program of internal audit 
services. 

The Board of Directors is responsible for ensuring that management fulfills its responsibility for financial 
reporting and for final approval of the financial statements. The Board of Directors performs this responsibi- 
lity primarily through its Audit Committee. 

The Audit Committee is composed of non-management Directors. The Audit Committee meets with 
management, the internal auditors and the shareholders’ auditors to review the financial statements, the 
Auditors’ Report and other auditing and accounting matters to ensure that each group is properly discharging 
its responsibilities. Ernst & Young LLP, the shareholders’ auditors, and the internal auditors have full and free 
access to the Audit Committee. The Audit Committee reports its findings to the Board of Directors. 

Ernst & Young LLP has performed an independent audit of the financial statements in this report. Their inde- 


pendent professional opinion on the fairness of these financial statements is included in the Auditors’ Report. 


January 28, 2000 


R. T. Reid J. L. Peverett 
President and Senior Vice-President, 
Chief Executive Officer Finance and Business Services 
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AUDITORS’ REPORT 


To the Shareholders of Union Gas Limited 


We have audited the balance sheet of Union Gas Limited as at December 31, 1999 and the statements of income, 
retained earnings and cash flow for the year then ended. These financial statements are the responsibility of 
the Company’s management. Our responsibility is to express an opinion on these financial statements based on 
our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the financial position of 
Union Gas Limited as at December 31, 1999 and the results of its operations and its cash flows for the year 
then ended in accordance with generally accepted accounting principles. 

The financial statements as at December 31, 1998 and for the year then ended were audited by other audi- 


tors who expressed an opinion without reservation on those statements in their report dated February 11, 1999. 


Sarre ¥ ea tase 


Toronto, Ontario Ernst & Young LLP 
January 28, 2000 Chartered Accountants 
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STATEMENTS OF INCOME 


For the Years Ended December 31 (millions) 1999 1998 
Gas sales $ 992 $ 1,018 
Cost of gas (note 17) 708 684 
Gas sales margin 284 334 
Transportation service (note 17) 285 230 
Gas distribution margin 569 564 
Transportation and storage revenue 158 iil 
Other revenue 35 160 
762 875 
Expenses 
Operating and maintenance (note 17) 264 297 
Depreciation and amortization (note 6) 141 164 
Property and capital taxes 54 49 
459 510 
Operating income 303 365 
Interest expense 
Long-term debt 158 161 
Short-term debt 13 18 
Redeemable preference shares - 1 
Interest capitalized (3) (1) 
168 179 
Income before income taxes 135 186 
Income taxes (notes 3, 4 and 15) 40 Vel; 
Net income 95 109 
Preference share dividend requirement 5 1 
Earnings applicable to common shares $ 90 $ 108 


(See accompanying notes) 
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STATEMENTS OF RETAINED EARNINGS 


For the Years Ended December 31 (millions) 1999 1998 
Retained earnings, beginning of year $ 513 $ 469 
Net income 95 109 
Dividends 

Preference shares 5 1 

Common shares 212 64 
Distribution of equity on assets sold (note 16) 38 - 
Retained earnings, end of year $ 353 $ 513 


(See accompanying notes) 
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BALANCE SHEETS 


As at December 31 (millions) 1999 1998 


Assets 

Current assets 
Accounts receivable (note 17) $ 263 $ 293 
Inventories (note 5) 315 262 


Income taxes receivable 


Deferred income taxes (note 4) 


Property, plant and equipment (note 6) 


Investments and other assets (note 7) 


Liabilities and Shareholders’ Equity 


Current liabilities 


Short-term borrowings (note 8) $ 455 $502 

Accounts payable and accrued charges (note 17) 287 243 

Long-term debt due within one year (note 9) 47 2 

789 ania 

Long-term debt (note 9) 1,595 1,642 

Redeemable preference shares (note 10) 5 5 

Deferred income taxes (notes 3 and 4) 319 392 
Shareholders’ equity 

Share capital (note 11) 709 709 

Retained earnings 353 513 

1,062 A en 

$ 3,770 $ 4,018 


Commitments and Contingencies (note 18) 


(See accompanying notes) 


Approved by the Board 


Director Director 
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STATEMENTS OF CASH FLOW 


For the Years Ended December 31 (millions) 1999 1998 
Operating Activities 
Net income 95 $ 109 
Charges not affecting cash 
Depreciation and amortization 143 169 
Deferred income taxes (17) (21) 
Operating cash flow 221 257 
Non-cash working capital changes 
Accounts receivable (13) 46 
Gas inventories (69) 4 
Accounts payable and other 16 (55) 
155 BO 
Investing Activities 
Additions to property, plant and equipment (222) (264) 
Decrease in other assets and investments 1 ‘ils 
Proceeds on sale of assets (note 16) 342 - 
121 (253) 
Financing Activities 
Increase (decrease) in short-term borrowings (47) 10 
Long-term debt 
Issued - 100 
Retired (12) (94) 
Preference shares 
Issued - 100 
Redeemed and purchased for cancellation - (50) 
Dividends (217) (65) 
(276) | 
Change in cash and cash equivalents, and cash 
and cash equivalents, beginning and end of year - $ = 


(See accompanying notes) 
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NOTES TO FINANCIAL STATEMENTS 


1. AMALGAMATION 


Union Gas Limited (Union) and Centra Gas Ontario Inc. (Centra) were amalgamated on January 1, 1998 
following approval by the Lieutenant Governor in Council for the Province of Ontario. The companies 
were both wholly-owned subsidiaries of Westcoast Energy Inc. (Westcoast) and had operated under a 
shared services arrangement since 1994. The amalgamated company has continued as Union Gas Limited. 

The amalgamation has been accounted for in a manner similar to a pooling of interests since it is a 
combination of companies under common control where no substantive change in ownership occurred. 
Under this method of accounting, the assets, liabilities and shareholders’ equity of Union and Centra 
were combined and accounted for at their carrying amounts. 

All further references to “the Company” relate to the amalgamated company Union Gas Limited. 


References to “Union” or “Centra” relate to the separate legal entities prior to amalgamation. 


2. SIGNIFICANT ACCOUNTING POLICIES 


Accounting Principles 

The financial statements have been prepared in accordance with accounting principles generally 
accepted in Canada. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 


amount of assets, liabilities, revenues, expenses and disclosure of contingent assets and liabilities. 


Regulation 

The utility operations are subject to regulation under the Ontario Energy Board Act and the Energy Act 

(Ontario). Rate schedules are approved periodically by the Ontario Energy Board (OEB) and are designed 

to permit a fair and reasonable return on the utility investment after recovering the utility cost of service. 

Realization of the allowed rate of return is subject to actual operating conditions experienced during the year. 
The Company operates within southwestern, northern and eastern Ontario under franchise agree- 


ments with individual municipalities that are approved by the OEB. 


Gas Sales and Cost of Gas 
Gas sales revenue is recorded on the basis of regular meter readings and estimates of customer usage 
since the last meter reading date to the end of the reporting period. Cost of gas is recorded using prices 
approved by the OEB in the determination of customer sales rates. Differences between the OEB approved 
reference prices and those costs actually incurred are deferred for future disposition subject to approval 
by the OEB. 

In the matching of gas sales revenue and cost of gas sold, volumetric differences arise from the mea- 
surement process. The Company includes in the cost of gas an estimated amount of these volumetric 
differences based upon the methodology recognized by the OEB in the determination of customer sales 


rates. Annual fluctuations from the estimated level are deferred and amortized over a period of three years. 
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Income Taxes 
The Company provides for income taxes using the flow through tax accounting methodology as approved 
by the OEB. Under flow through tax accounting, income tax expense is recorded on the basis of income 
taxes currently payable. Rates and revenues for utility operations include recovery of only such income 
taxes as are currently payable. Accordingly, the Company does not provide for income taxes deferred to 
future years as a result of differences in the treatment for income tax and accounting purposes of various 
items of income and expenditure. The only exception is that the Company defers the income tax expense 
or recovery on differences between the approved cost and the actual cost of gas and other amounts 
deferred in accounts approved by the OEB. 

Prior to 1997, Union utilized the tax allocation method to account for income taxes. Under this 
method, provision was made for income taxes deferred principally as a result of claiming capital cost 
allowance for income tax purposes in excess of depreciation provided in the accounts. Note 3 describes 


the method for disposition of the accumulated deferred tax balance. 


Inventories 
Gas in storage is carried at cost at prices approved by the OEB in the determination of customer sales 
rates. Inventories of merchandise, stores and spare equipment are valued at the lower of average cost, 


replacement cost and net realizable value. 


Property, Plant and Equipment and Depreciation 

Property, plant and equipment are carried at cost which includes all direct costs, overhead attributable 
to construction and interest capitalized during construction. The cost of property, plant and equipment 
is reduced by contributions and grants in aid of construction received from customers and governmental 
bodies in support of specific transmission and distribution facilities. 

The original cost of depreciable units retired, together with the net cost of removal less salvage, is 
charged to accumulated depreciation. Under this method, no income or loss is recognized on ordinary 
retirements of depreciable property. 

Depreciation is provided on the straight-line method at various rates based on the average service 
life of each class of property, ranging from 4 to 60 years. Depreciation rates are determined by periodic 


review and approved by the OEB. 


Pension and Other Retirement Benefits 
Pension costs and obligations under the Company’s defined benefit plans are determined annually by 
independent actuaries using management's best estimates. Pension expense consists of current service 
costs and adjustments arising from plan amendments, changes in assumptions, and experience gains or 
losses which are amortized on a straight-line basis over the expected average remaining service life of 
the employee group. 

The Company also provides extended health care and life insurance benefits for all retired 


employees. The cost of these benefits is recorded during the year in which they become payable. 
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Natural Gas Swap and Other Contracts 

The Company’s gas supply portfolio includes contracts with pricing mechanisms that reflect monthly 
variations in the price of gas, rather than fixed prices. In order to manage price volatility, hedges are used 
to fix gas prices with respect to the underlying physical gas supply contracts. The hedges include the use 
of natural gas swaps and purchase price collars. The actual cost of gas purchased includes the impact of 
any hedging activities related to these contracts. The Company negotiates natural gas swap and purchase 


price collar contracts only with those institutions that have a credit rating of A or higher. 


3. DEFERRED INCOME TAXES 


In 1997, following approval by the OEB, Union changed its accounting for income taxes related to utility 
operations from the tax allocation method to flow through tax accounting consistent with the determina- 
tion of 1997 rates. This change was applied prospectively since the basis for determining Union’s rates 
and revenues for utility operations were previously established taking into account the provision for 
income taxes based on the tax allocation methodology. 

The deferred tax balance of $319 million at December 31, 1999 (1998 — $392 million) includes 
$309 million (1999 — $383 million) that arose from using the tax allocation methodology related to utility 
operations. As approved by the OEB, this balance is reduced as the timing differences which gave rise to 
these deferred income taxes reverse. The timing differences related to utility operations are expected to 


reverse over approximately 20 years. 


4. INCOME TAX TREATMENT OF GAS COST AND OTHER OEB APPROVED DEFERRAL ACCOUNTS 


The Company has recorded an amount of $51 million payable (1998 — $31 million payable) which 
represents gas costs and other amounts deferred in accounts approved by the OEB. 

The Company is required to deduct from or include in taxable income the actual amounts incurred 
related to these deferral accounts. The change in the deferral account balances during the year resulted 
in an increase in taxable income of $20 million (1998 — $49 million). The Company recorded deferred 


income taxes of $9 million (1998 — $21 million) with respect to these amounts. 


5. INVENTORIES 


(millions) 1999 1998 
Gas in storage $ 283 $ 213 
Merchandise, stores and spare equipment 28 42 
Other 4 7 

$ 315 $ 262 
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PROPERTY, PLANT AND EQUIPMENT 


(millions) 1999 1998 

Cost 
Distribution Cy PS y/y/ SS Des} 
Transmission 982 921 
Storage 513 491 
General 261 852 
4,133 4,537 


Accumulated depreciation 


Distribution 701 664 
Transmission 274 254 
Storage 111 100 
General ‘100 238 
1,186 1,256 

Net book value $ 2,947 8 ae 


Gas distribution plant is net of contributions in aid of construction of $147 million (1998 — $140 million). 
Depreciation rates used during the year ended December 31, 1999 resulted in a composite rate of 3.38% 
(1998 — 3.92%). In 1999, $2 million (1998 — $5 million) of depreciation was allocated to operating and 
maintenance expense rather than to depreciation and amortization expense shown on the Statements 
of Income. 

Property, plant and equipment includes assets that are not subject to depreciation totalling $106 
million (1998 — $102 million). These assets include land, base pressure gas in storage reservoirs and 
assets under construction. 


Capital expenditures during 2000 are expected to be approximately $260 million. 
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7. INVESTMENTS AND OTHER ASSETS 


(millions) 1999 1998 


Centra Gas Manitoba Inc. 10.625% debentures net of current 
portion of $1 million (1998 — $1 million) $ 10 ail 


UEI Holdings Inc. 5.2% cumulative redeemable 


preferred shares (note 16) 150 — 
Deferred charges and other 49 43 
Finance contracts net of current portion - 104 
$ 209 $ 158 


Finance contracts represented advances to customers for the purchase of natural gas appliances 
and were due over periods of up to 120 months. On January 1, 1999 the finance contracts were sold 


to UEI Holdings Inc. (note 16). 


8. SHORT-TERM BORROWINGS 


The Company has total bank lines of credit of $600 million. The lines of credit include a committed 
credit facility of $550 million with a one year term that commenced in July 1999, and a $50 million 
operating facility. Under the committed credit facility, the Company has the option to convert the 
facility to a three year term loan. The bank lines of credit are unsecured. 

These lines of credit enable the Company to borrow directly from banks, issue banker’s accept- 
ances and support a commercial paper program. Most of the short-term cash requirements are funded 
through issuing commercial paper at rates generally below prime. Included in short-term borrowings 
is $US 97 million (1998 — $US 150 million) of commercial paper. 

Total short-term interest paid in 1999 was $14 million (1998 — $17 million). 
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9. LONG-TERM DEBT 


(millions) 1999 1998 


Sinking fund debentures 


13.375% 1980 Series debentures, due March 31, 2000 $ 36 $ 37 
11.55% 1988 Series II debentures, due October 15, 2010 77 81 
13.5% senior debentures due November 14, 2008 Hal 2 
10.625% senior debentures due July 14, 2006 42 45 
10.75% senior debentures due July 31, 2009 51 54 


Other long-term debt 


10.625% 1986 Series debentures, due December 15, 2005 75 75 
10.625% 1989 Series debentures, due July 11, 2011 125 125 
11.5% 1990 Series debentures, due August 28, 2015 150 150 
9.7% 1992 Series II debentures, due November 6, 2017 125 125 
8.75% 1993 Series debentures, due August 3, 2018 125 125 
7.90% 1994 Series debentures, due February 24, 2014 150 150 
9.75% 1994 Series II debentures, due December 13, 2004 125 125 
8.65% 1995 Series debentures, due November 10, 2025 125 225 
9.7% senior debentures, due December 9, 2002 75 75 
8.65% senior debentures, due October 19, 2018 75 75 
8.85% senior debentures, due September 1, 2005 100 100 
7.8% senior debentures, due December 1, 2006 75 75 


Medium-term note debentures 


5.7% Series 1, due July 14, 2008 100 100 
1,642 1,654 

Less: current portion 47 | i 
$ 1,595 $ 1,642 


The 10.625% 1986 Series debentures are retractable at the option of the holder on December 15 each 
year at par plus accrued interest. Prior to each retraction date, the Company may at its option increase 
the interest rate for a period of one year effective from the retraction date. Unless further notice is given 


by the Company, the interest rate reverts to 10.625% thereafter. 
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The weighted average cost of long-term debt for the year ended December 31, 1999 was 9.4% 


(1998 — 9.7%). Principal repayment requirements on long-term debt are as follows: 


($ millions) 
2000 47 
2001 AUG 
2002 86 
2003 ial 
2004 136 
Thereafter 135m 


Total 1,642 


Under the terms of the trust indentures relating to certain debentures, the Company has agreed 
to limit the payment of dividends and to meet certain interest coverage ratios prior to the issue of 
additional long-term debt. The Company is in compliance with all such covenants. 


Total interest paid on long-term debt in 1999 was $157 million (1998 — $160 million). 


10. REDEEMABLE PREFERENCE SHARES 


(dollar amounts in millions) 1999 1998 
Authorized Issued 
Preference shares 
Class A — 105,172 shares 55,672 Series A, 5.5% $ 3 Sea 
(1998 — 108,972) (1998 — 56,972) 
49,500 Series C, 5% 2 23 


(1998 — 52,000) 


Class B — unlimited shares Nil - - 


Less: current portion - - 


The Class A Preference Shares, Series A and C are cumulative and redeemable at $50.50 per share. 
Through the operation of a purchase fund the Company is obligated to offer to purchase $170,000 
of Series A and $140,000 of Series C shares annually at the lowest price obtainable but not exceeding 


$50 per share. 
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11. SHARE CAPITAL 


(dollar amounts in millions) 1999 1998 
Authorized Issued 
Preference shares . 
Class A — 90,000 shares 90,000 Series B, 6% $ 5 $ 5 
(1998 — 90,000) (1998 — 90,000) 
Class B — unlimited shares 4,000,000 Series 10, 4.88% 100 100 
Class C — unlimited shares Nil - - 
105 105 
Common shares — unlimited 56,758,820 shares 604 604 
shares (1998 — 56,758,820) | 
$ 709 $ 709 


The Class A Preference Shares, Series B are cumulative and redeemable at $55 per share. 

During 1998, the Company issued 4,000,000 Class B, Series 10 Preference Shares at $25 per share. 
The shares are cumulative and redeemable at the Company’s option and convertible into Class B 
Preference Shares Series 11 every five years commencing January 1, 2004. The dividend rate is fixed 
until December 31, 2003, at which point the dividend will become floating at an annual rate of 80% of 
the prime rate. 

On January 1, 1998, pursuant to the amalgamation of Union and Centra, the share capital was con- 
solidated. Each issued and outstanding common share of Union and Centra was converted into one 
common share of the amalgamated company, Union Gas Limited. The Class A, Series A, B and C 
Preference Shares, and the Class B Series 9 Preference Shares of Union were carried forward unamended. 


The authorized First, Second and Junior Preferred Shares of Centra were not carried forward. 


12. NATURAL GAS SWAP CONTRACTS 


The purchase price applicable to approximately 78% of the Company’s forecast gas supply from January 
through October 2000 excluding buy/sell volumes is indexed to either the New York Mercantile 
Exchange Natural Gas Futures contracts or the Canadian Gas Price Reporter Alberta border average 
monthly price. At December 31, 1999, the purchase price applicable to 363 10°m* or 16% of this indexed 


supply has been effectively fixed through the use of natural gas swap contracts. 
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13. FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES 


The following fair value information is provided to comply with financial instrument disclosure require- 
ments. Fair values have been estimated by reference to quoted market prices for the actual or similar 
instruments where available. The fair value of accounts receivable and current liabilities approximated 
their carrying amounts in the financial statements due to the relatively short period to maturity of these 


instruments. The carrying values and fair values (FV) of the Company’s other financial instruments are 


as follows: 
(millions) 1999 1998 
Value FV Value FV 
Assets 
Centra Gas Manitoba Inc. debentures $ 10 $ At $ wil S 13 
UEI Holdings Inc. preferred shares $ 150 $ 150 $ - $ ~ 
Natural gas swap contracts $ = $ (6) $ = $ (5) 
Liabilities 
Long-term debt $ 1,595 $ 1,712 $ 1,642 $ 2,000 
Redeemable preference shares $ 5 $ 5 $ 5 $ 5 


Under the regulatory process, the Company recovers the weighted average cost of its long-term debt 
through its cost of service. Accordingly, the Company cautions readers that estimated fair values may 


not be relevant for their purposes. 


14. EMPLOYEE PENSION PLANS 


The Company has contributory and non-contributory defined benefit plans covering substantially all 
employees. Normal retirement benefits under these plans are related to employees’ remuneration and 
years of service. 

Pension expense for the year ended December 31, 1999 was nil (1998 — $6 million). The market 
related value of the pension fund assets and the actuarial present value of accrued pension benefits are 


set out below: 


(millions) 1999 1998 


Market related value of pension fund assets 


Actuarial present value of accrued pension benefits 
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15. INCOME TAXES 


The provision for income taxes consists of the following: 


(millions) 1999 1998 


Current 


Deferred 


A reconciliation of income tax expense to the amount that would be obtained by applying the combined 


Federal and Ontario statutory tax rate of 43.5% to income before income taxes follows: 


1999 1998 

Income before income taxes $ 135 $ 186 
Combined statutory federal and provincial income tax rate $ 58 $ 81 
Increase (decrease) resulting from: 
Dividend income (3) = 
Large corporations tax 7 9 
Deductions claimed for income tax purposes in 

excess of amounts recorded for accounting purposes (10) (11) 
Amortization of deferred income taxes (9) - 
Other | (3) (2) 
Provision for income taxes $ 40 Se 7, 
Effective rate of income tax (percent) 29.6 AN} 


Accumulated deferred income taxes related to utility operations which have not been recorded 
and will be recovered in future revenues amounted to $127 million at December 31, 1999 (1998 — 
$148 million). 

Total income taxes paid in 1999 was $31 million (1998 — $114 million). 


16. SALE OF ASSETS 


On January 1, 1999, following the approval of the OEB, the Company sold its net assets relating to the 
retail merchandise programs to UEI Holdings Inc. (UEI), a company related through common control. 
The retail merchandise programs include appliance sales and rentals, appliance service work and 
merchandise financing. The Company continues to provide certain administrative services to UEI 
relating to the retail merchandise programs. 

The proceeds on the sale comprised $342 million of cash and $150 million of UEI 5.2% cumulative 
redeemable preferred shares. The cash received was applied to reduce short-term borrowings and pay a 


dividend on common shares of $135 million. 
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This related party transaction has been accounted for at the carrying amounts of the net assets trans- 
ferred, resulting in a $38 million charge to the Company’s retained earnings. The charge to retained 
earnings represents the unrecorded deferred income taxes on assets sold of $31 million and adjustments 
and costs of disposition of $7 million. The unrecorded deferred income taxes arose through the use of 
the flow through tax accounting methodology. 


The following is a summary of the net assets transferred as part of the transaction: 


(millions) 
Accounts receivable and other current assets 5; Seer 
Finance contracts and other assets 107 
Rental equipment and other capital assets 410 
588 
Deferred income taxes — recorded (65) 
— unrecorded (31) 
Proceeds $ 492 


The reduction in the Company’s utility rate base approximates the proceeds received from the sale 


of assets. 


17. RELATED PARTY TRANSACTIONS 


a. The Company purchases natural gas and transportation services at prevailing market prices and 
under normal trade terms from commonly controlled companies. During the year ended December 
31, 1999, these purchases totalled $36 million (1998 — $27 million). The Company also provides 
storage and transportation services to commonly controlled companies under normal trade terms. 


During the year, this revenue totalled $4 million (1998 — $3 million). 


b. The Company provided administrative, management and other services to commonly controlled 
companies totalling $7 million (1998 — $4 million), which were recovered at cost. Charges from 
related parties for administrative and other goods and services were $11 million (1998 — $6 million) 


as approved by the OEB. 


c. The Company received dividends from the UEI Holdings Inc. cumulative redeemable preferred 


shares of $8 million. 


d. At December 31, 1999, the Company has intercompany receivable balances of $10 million 


(1998 — $2 million) and intercompany payable balances of $2 million (1998 — $2 million). 
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18. COMMITMENTS AND CONTINGENCIES 


a. The Company, in the course of its operations, is subject to environmental and other claims, lawsuits 
and contingencies. Accruals are made in instances where it 6 probable that liabilities will be 
incurred and where such liabilities can be reasonably estimated. Although it is possible that 
liabilities may be incurred in instances for which no accruals have been made, the Company has no 
reason to believe that the ultimate outcome of these matters would have a significant impact on its 


financial position. 


b. The Year 2000 issue arises because many computerized systems use two digits rather than four to 
identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, 
resulting in errors when information using year 2000 dates is processed. In addition, similar prob- 
lems may arise in some systems which use certain dates in 1999 to represent something other than 
a date. The effects of the Year 2000 issue may be experienced before, on, or after January 1, 2000, 
and, if not addressed, the impact on operations and financial reporting may range from minor errors 


to significant systems failure which could affect an entity’s ability to conduct normal business. 


19. COMPARATIVE AMOUNTS 


Certain comparative figures have been reclassified in order to conform to the current year’s presentation. 
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STATEMENT OF CORPORATE GOVERNANCE PRACTICES 


General 
The Board of Directors believes that sound corporate governance practices are an essential element to the 
well-being of the Corporation and its shareholder. Through its Corporate Governance Committee, the Board 
administers a program to develop and sustain suitable processes and structures to guide the direction and 
management of the business and affairs of the Corporation in the pursuit of enhanced corporate performance 
and shareholder value. 

The Toronto Stock Exchange requires an annual description of the Corporation’s system of corporate 
governance with reference to the 1994 guidelines of The Toronto Stock Exchange Committee on Corporate 
Governance. The Corporation considers itself fully aligned with the TSE guidelines. The following is 


intended to illustrate the Corporation’s compliance with principal matters contained in the TSE guidelines. 


Board of Directors 

The Board has the responsibility for supervising the management of the business and the affairs of the 
Corporation. Management of the Corporation is responsible for the day-to-day operations of the business. 

The Board has considered and does consider the principal risks to the Corporation and receives reports of the 
Corporation’s assessment and management of those risks. Through management, the Board has put processes 
in place to allow effective communication with the Corporation’s shareholders and the public. The Board also 


periodically reviews the compensation of directors in light of related risks and responsibilities. 


Composition of the Board 

The Board is composed of nine directors. Of the directors, Robert T. Reid, as President and Chief Executive 
Officer is a full-time officer of the Corporation, and is the only “related” (as defined in the TSE guidelines) 
director. Three other directors are full-time officers of the Corporation’s parent, Westcoast Energy Inc. 
(“Westcoast”). Westcoast owns 100% of the common shares of the Corporation and is therefore considered a 
significant shareholder. The three Westcoast directors are not actively involved in the day-to-day management 
of the Corporation. The TSE guidelines provide that a director related to a significant shareholder should not 
be considered a related director of the subsidiary corporation. Of the remaining five directors, two directors 
are members of the Board of Directors of Westcoast and are not officers or employees of Westcoast or any of 
its affiliates, thus meeting the TSE definition of an “outside director”. The remaining three directors are 
neither officers or employees of the Corporation or its subsidiaries and do not have interests in or relation- 
ships with the Corporation or its parent which could materially interfere, or could reasonably be perceived 
to materially interfere, with such directors’ ability to act with a view to the best interests of the Corporation. 
The Board has therefore concluded that a majority of the directors of the Corporation are unrelated, four of 


whom are also outside and unrelated as those terms are defined by the TSE guidelines. 


Committees of the Board 
The Board has established and adopted terms of reference for each of the Executive, Audit, Human 
Resources, Corporate Governance and Environment, Health & Safety Committees. 

The Executive Committee is composed of three directors, a majority of whom are unrelated directors. This 
committee is charged with the responsibility of reviewing urgent matters which cannot await the next Board 


meeting and performing and exercising such functions and such powers as are specifically delegated to the 


committee by the Board. 
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The Audit Committee is composed of three unrelated directors. This committee is broadly responsible for 
ensuring that the Corporation’s management has designed and implemented an effective system of internal 
financial controls, for reviewing and reporting on the integrity of the financial statements of the Corporation, 
for ensuring compliance with regulatory and statutory requirements as they relate to financial statements, 
taxation matters and the disclosure of material facts and for reviewing the appropriateness and effectiveness 
of the Corporation’s policies and business practices which impact on the financial integrity of the 
Corporation, including those relating to internal auditing, insurance, accounting, information services and 
systems and financial controls, management reporting and risk management. 

The Human Resources Committee is composed of four directors, a majority of whom are unrelated (one 
of whom is also an outside director). This committee is generally responsible for making recommendations 
to the Board regarding human resources and compensation policies and guidelines for application to the 
Corporation and for implementing and overseeing human resources and compensation policies approved by 
the Board. Reporting to the Human Resource Committee is the Pension Administration Committee. 

The Corporate Governance Committee is composed of four directors, a majority of whom are unrelated 
directors (2 of whom are also outside directors). This committee’s prime responsibility is for developing and 
monitoring the Corporation’s overall approach to corporate governance issues and for administering a corpo- 
rate governance system which is effective in the discharge of the Corporation’s obligations to its shareholders. 

The Environment, Health & Safety Committee is composed of two unrelated directors. The primary role 
of the committee is ensuring that the Corporation has designed and implemented an Environmental, Health 
and Safety Management System that ensures compliance, identifies opportunities, risks, and liabilities, and 


pro-actively addresses issues. 


Chairman 

Arthur H. Willms, is the Chairman of the Board of the Corporation. As such, while being responsible on 
behalf of the Board for the recruitment of the other directors and the assessment of performance, he reviews 
with the Board on-going assessment matters, the appointment and monitoring of senior management, and 


succession issues. 


Shareholder Feedback and Concerns 


The Corporation provides annual and quarterly reports to its preference shareholders and responds to 


enquiries from those shareholders on a timely basis. 


Decisions Requiring Board Approval 
The Board operates by seeking the advice of and delegating powers, duties and responsibilities to committees 


of the Board, by delegating certain of its authorities to management and by reserving certain powers to itself. 


Expectations of Management 
The Board reviews the Corporation’s strategic plan with management at least annually. Members of the 
management team report to the Board on a regular basis to review the Corporation’s financial and operational 


results and the Corporation’s progress in fulfilling its strategic goals and objectives. 
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FINANCIAL STATISTICS 


(millions) 1999 1998 1997 1996 1995 

Operating Results 

Operating revenues 

Operating expenses 

Income before interest and income taxes 

Net interest expense 168 179 184 190 192 

Income taxes 40 HD 106 109 93 

Income from continuing operations 95 109 144 129 isla 

Income from discontinued operations ~ - - - 1 

Net income 95 109 144 129 TAZ 

Preference share dividend requirement 5 1 il 4 4 

Earnings applicable to common shares $ 90 $ 108 $ 143 was $ 108 

Assets 

Current assets $ 614 $ 579 $ 612 S$ 652 $ 489 

Property, plant and equipment 4,133 4,537 4,309 4,096 3,834 

Less accumulated depreciation 1,186 1,256 23 1,030 928 

2,947 3,281 3,186 3,066 2,906 

Investments and other assets 209 158 169 166 ull 

Total $ 3,770 $ 4,018 $ 3,967 $ 3,884 $ 3,643 

Capitalization 

Current liabilities $ 789 8 BY $ 914 $ 749 $ 602 

Long-term debt 1,595 1,642 1,580 1,672 1,665 

Redeemable preference shares 5 5 5 73 ae 

Deferred income taxes 319 392 390 346 323 

Shareholders’ equity | 
Preference shares 105 105 5 49 56 
Common equity 957 tb lal7/ 1,073 995 a 848 

1,062 1,222 1,078 1,044 904 

Total $ 3,770 $ 4,018 $ 3,967 $ 3,884 $ 3,643 

Cash Flow Data 

Operating cash flow 221 SS QB 

Capital expenditures $ 222 $ 264 

Common share dividends declared 
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OPERATING STATISTICS 


1999 1998 1997 1996 LIS} ¥55 
ee 
Customers 
Residential 995,152 969,563 937,319 902,164 867,837 
Other regular rates 107,784 104,962 102,641 99,190 96,593 
Contract 692 671 657 635 618 
Other utilities 7 7h 7 7 8 
Total 1,103,635 TO75:203 1,040,624 1,001,996 965,056 


uw a 


Volume 


Distribution volume (10%m‘)* 


Residential 2 620 2 397 3 019 3 018 2 602 
Other regular rates 2 339 2 103 222.6 DB D2® 2 187 
Contract 1128 1140 2 926 3 561 4 281 
Other utilities 289 269 307 300 294 
Total gas sales volume 6 376 5 909 8 478 9 102 9 364 
T-service 8 226 7 365 5 998 4 641 3 969 
Total distribution volume 14 602 13 274 14 476 13 743 esas 
Transportation volume 19 972 18 485 19 161 17 856 18 891 
Total throughput 34 574 31 759 33 637 31 599 32 224 
Gas Supply (10°m’) 

Source 

Firm supplies 1 726 960 2 924 2 413 2 890 
Direct purchase 889 2112 4 422 5 309 5 330 
Other supplies 1 624 77a 1 549 


1905 494 


Total 


System Facilities 


Kilometres of pipelines 


Gathering and storage 185 178 164 
Transmission 6 314 6 253 6 203 
Distribution 27 640 27 055 26 593 
Total 34 139 33 486 32 960 


Compressor stations (kilowatts) 


Working storage capacity (10°m’) 


Degree days (celsius)** 


* 10°m! (million cubic metres) 


274 637 
3 896 


3 919 


274 637 
3 723 


3 536 


** Normal degree days are 4 289 for a 365 day year and 4 312 for a 366 day year 


274 637 
3 723 


4 350 


164 164 

6 105 5 994 
25 7.22 24 532 
31 991 30 690 


274 692 
3 734 


4 488 
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274 917 


3 706 


4 324 
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